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25X1A9a Dear

We have revieved the proposal of the Matusl Benefit Hsalth and
Accldent Assocliation of Ouaha relative to the provision of life lasurance
and accidental death benefite to employees of your organisation. Thie pro-
pozal vas set out briefly in Mr. Randall’s letter dated April 19, 155
directsd to your attention, and in certein exhibits. The information aup~
piled 13 very sketohy and, conzequently, we are able to make only a few
rather general comuente. These comments on the letter, exhibits and related
items are as follows:

(1) The proposed term 1ife coverage would include the customary
converszion privilege and alsoc walver of premiums during permanent disabllity
wroviding such dlssblement occurs prior to age €0. 1/ Thie appears to be
somewhat more favorable than W.A.E.P.A. because ve can £ind no evidence of a
disadility premium waiver provision in the W.A.E.P.A. plan. However, a some-
what more favorable dlsability provision (including payment of momthly in-
atallments up to the face amount of insurance in the event of total and
permanent disebility) might e requested 1f such peemed desirable. Thls
arrangement uged to be widely found in group life policies and we understand
that certalin inswrance companies will include this type of wrovision carrently.
We assume from Exhidit 1 that the "Omaba” conversion privilege is not limited
to those under age 60.

(2) We have troudle understanding Just how the schedule of insur-
ance get out io Mr. Randsll's letter 1o to be used.

Mention is made of an "optional schedule of insurance” but the word-
ing immedlately preceding the schedule would seem to deny the existemce of any
options. Still a little later on in his letter, it vould appear that an em-
ployse has & very wide choice in the amcunts of insurance which he may select,
€.8., an employee earning $5,200 annually apperently could select the amount
of insurante squal to hls aonual salary taken to the nearest $1,000 ($4,000),

1/ Ve interpret the second paragraph of Mr. Randall's letter to refer to the
customary total and nt disability vaiver of premium benefit although he
uase the axwression .Tetime persmnent walver prior to age 50" which, of course,
may have reference to some quite different arracgement ({.e. the word "total™ ie
not used by Mr. Randall nor is there aay direct reference to "dlsability").
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or he could elect %c go in Class 1 and have $3,000 of insurance or he could
go in Class 5 and have $15,000 of insurance. Very frankly, we are somevhat
purzled by the description of the benefite to be provided and are wondering
if perhaps the intent is wmerely to permit any employse to elsct an amount of
insurance in even thourands not legs than $3,000 or gver $15,000, except
that if an employee earns under $3,200 annually he may not select more than
$6,000. If the intent iz to have several quite different schedules of
elactive benefits operating simmltanecusly, we are inclined to delieve that
such a system wvould be fraught with anti-selection dangers from the insur-
ance company's standpoint, and in any event might well Ye confusing to all
cencernsd. We would suggest that the expression of denefits of the proposed
pian be clarified.

(3) The exclusion described at the bottom of the first page is not
clesr. We interpret 1t to mean that the exclusion applies only to sccidental
deaths oocurring while employees are in or on vehicles or devicer for aerial
savigation other then aireraft. This is because the exclusion refers to tbe
type of vehicle involved rather than to the status of the employee, l.e., 1t
doer not seen to be related to whether or not the insured is a member of the
orev of the aircraft (this is dased on the Interpretation that all individuals
in or on an aircrsft are passengers - the usnal exclusion refers to elither the
fare-paying status of the passenger or the employment of the excluded indi-
vidual as & crev member of the vehicle).

(k) The complete story on the coverage offered is not available
since no semple contract vas submitted. We are also umable to comment on the
comparative cont aspects of the proposal since no retention agreement is at
band for review (premfum rates, subject to change each year, considered with-
out a retention agreement or projected dividend 4istridutions are not par-
ticularly informative as to ultimate coste).

{5) PFrom Exhidits 2 and 3 it would appear thet the Ouaba rates are
more favorable than those of W.A.E.P.A. However, as pointed owt in (k) sbove,
the stated premium rate besiz 1s not nearly as lmportant in comparing cost
results as is the retention rate or dividend treatment and premium rate
stability.

(6) If a retention of 15% of gross premiums 1s involwved, as we have
been adviged, then on the basgie of a $200,000 annual premium some $30,000 would
be retained by the lusurante coupany each ysar. We have no information as to
Bow this $30,000 would be distriduted among the various expenses lncurred by
the ingurance compeny and contingency reserves. The estadlishment of &
reasonable contingency fund for this type of coverage is, of course to be
sxpected, but it 1z suggested that further information de elicited am to the
anticipated expenses according to the several oategories - adminletrative
expense, agent's commission, state presium tax, federal tax, etc. It is our
opinton that in the uswal group lifs imsursnce arrangement lavolving $200,000
of sunual premium income, the amount retained dy an insurance coapsny would
(except poseidly for the first year) normally be vell under $30,000. Howvever,
the plac at hand is quite different from the cwstomary group life insuramce
progrem and special contingency reserves may be called for, but I!nformation on
such ressrves ehould Be furnished to the policyholder.

Approved For Release 2003/03/25 : CIA-RDP59-00882R000100250053-3



Approved For Release 2003/03/25 : CIA-RDP59-00882R000100250053-3
25X1A9a

-3 - May 12, 1954

{(7) In this connection it might be possible to secure a still lower
retenticn rate from another insurance company. There may be important reasons
why such additional bids should not be lnvited, dut ln the absence of such
ressons ve would suggest that three or four insurance companies be invited to
submit dide for the business.

‘ (8) The Omaha gross premium rates appear to be lower than the
standsrd group rates generally permitted by New York statute. We gather that
thle Company iz not llcenred to 40 business in Bew York. (We somstimes feel
that such licenging and supervision by the Newv York State Insurance Depart-
mest may be a favorable polnt, but not of iteelf sufficiently lmportant to
influence the selection of an undervriter.) .

In summary, ve 40 not have very much in the way of suggestiones to
offer regarding the proposed underwriting srrangement primerily dbecaure no
pelicy contract or retention agreement was sudmitted to us (and also because
we bad considerable 41fficulty in interpreting the material that wes submitted).
While we are informed that the Omaba ie willing to abide dy a 15 retention
rete, there does not seem to be anything in writing at this time to confirm i%.
Nor have any other propesals from lnsurance companies (except W.A.E.P.A.) been
studied to see vhether any more favorable coverage or retention rate anight Ve
available currently. ’ o

While the correspondence appears to have come from the Mutual Health
and Accident Associstion, it ig our understanding thet the “"Cmada Flan" would
actunlly be underwritten by the United Bemefit Life Insurance Compeny. Such
iaformetion as we have availadle regarding the United Benefit Life Insurance
Company 1s favorable, but zince we have never had cccasion to work with this
particular Company, we are unable to comment on itz adminietrative facllitiles.

We ynderstand that you would like us to discuss the pros and cons of
self-insuring this coverage. While we feel that self-lnsurance might Dde
feanible, & very consideredle amount of research would have to be done in order

 to satlefy ourselves (and you) that it iz the preferadble course to take in this
' ipgtance. The unusual pature of the coverage, the potentiality of catestrophic
loss, the facilities for claim sdminigtration, the legal aspects in establizh-
ing & self-{npured gystem (guestions relating to possible confliot with state
{msurence laws, developmsnt of a "contract” or wehicle through which the bene-
fite would be offered, etc.), the actuarial considerations (fixing e yroper
rate of contribution, bandling of refunds to participantr, establirhment of
_gomtingency funds and reserves) all require careful study. We will, of course,
" b gled to oa¥ry out the parts of such a stuly ae fall vithin the sctuarial and
|| dseursnce flelds. However, we delieve that heretofore the merits snd ghort-
 pemings of eelf-inaursnce have been broadly discussed in our meetlrngs, and we
“Bagttate to embark on an exhaustive sme{ along theee liner unless very serious
. esnsideration is being given to the ‘self-ingured route. o

Yery sruly yours,
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